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Missouri Department of Revenue

Introductory

The Introductory Section contains material to familiarize the reader with the contents of the report,
organizational structure, and operation of the Missouri Department of Revenue.




December 1, 2004

The Honorable Bob Holden and
Members of the General Assembly:

I am pleased to submit the Comprehensive Annual Financial Report of the Missouri Department
of Revenue (department) for the fiscal year ended June 30, 2003.

The department report is intended to present fairly the financial position and results of operations
of the department. This report is prepared in accordance with generally accepted accounting
principles and consists of three sections.

1. The Introductory Section includes a summary description of the department and its
organizational chart.

2. The Financial Section includes a management discussion and analysis, the financial
statements, and related footnotes.

3. The Statistical Section includes schedules depicting tax and fee collections and
distributions.

The department is responsible for the accuracy of the data presented and the completeness and
fairness of the presentation.

This report, together with statements prepared by the State Treasurer (attached to this report) and
the Missouri Comprehensive Annual Financial Report of the Office of Administration, Division
of Accounting (published separately), fulfill the statutory requirements for financial reporting
under Section 32.060, RSMo, 2000.

Sincerely,

Carol Russell Fischer



Missouri Department of Revenue

Overview

The Overview provides a description of the Missouri Department of Revenue, an organizational chart,
and a list of principal officials.




Overview

Generally Accepted Accounting Principles (GAAP) require that the reporting entity provide a Management Discussion and

Analysis. This Overview complements that analysis and should be read in conjunction with it. The Missouri Department of

Revenue Management’s Discussion and Analysis begins on page 1.

The Missouri
Department of Revenue
serves as the central
collection agency for
state revenues.

REPORTING ENTITY

The people of Missouri created the Department of Revenue (department)
when they adopted Article IV, Section 12, of the 1945 Constitution of
Missouri. The department serves as the central collection agency for state
revenues. The primary duties of the department are the collection of taxes,
titling and registration of motor vehicles, and licensing of drivers

throughout the state.

The Director of Revenue is responsible for all operations and policies of
the department. The Director is appointed by the Governor with the advice

and consent of the Senate.

Three divisions administer the operations of the department. They are the
Divisions of Administration, Motor Vehicle and Drivers Licensing, and
Taxation and Collection. The director of each division is appointed by the

Director of Revenue.

The number of employees authorized by the legislature for Fiscal Year
2003 was 1,920, with an operating budget of $91.3 million. The State Tax
Commission and State Lottery Commission are "Type III transfer"
agencies as is defined in Appendix B of the Reorganization Act of 1974
(RSMo), and therefore these agencies are administered separately and are

not included in the financial statements.

Effective July 12, 2002, pursuant to Executive Order 02-03 and Senate Bill
1202, the Highway Reciprocity Commission (HRC) transferred from the
jurisdiction of the Department of Revenue to the Missouri Department of
Transportation (MoDOT). Effective with the transfer, HRC operations are
no longer part of the department’s reporting entity.

The department is subject to Sections 36.031, 36.100, 36.110, 36.120, and
36.130, RSMo relating to the position classification plan of the State
Personnel Law (Merit System) and also to the pay plan of the Merit
System.

-11 -
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OFFICE OF THE DIRECTOR

Director of Revenue

The Director of Revenue supervises all operations of the Missouri Department of
Revenue (department). The Director formulates general policy and determines

long-term goals for the department.

Deputy Director
The Deputy Director has line authority for operational decision-making within the
The number of employees
department. authorized by the
legislature for Fiscal Year
Budget Office 2003 was 1,920 with an
operating budget of $91.3
The Budget Office coordinates the preparation of the department's annual budget million.

request and the department’s strategic plan around its key products and outcomes.

This office reviews core budgets to ensure they are consistent with the department’s
strategic plan outcomes, priorities, and guidelines. The Budget Administrator
serves as the department liaison with the Office of Administration’s Division of

Budget and Planning and the state legislature.

General Counsel

The General Counsel advises the Director on all legal matters. The attorneys in the
General Counsel’s Office represent the Director in tax litigation and in Driving
While Intoxicated (DWI), licensing, motor vehicle, and fuel tax hearings. This
office provides legal opinions interpreting the tax and transportation laws of the
state. This office also works closely with the Office of the Attorney General and
local prosecutors in court proceedings involving state taxation and transportation

laws.

Internal Audit

Internal Audit reviews and evaluates the department’s administrative, operational,
and internal accounting controls to ensure their adequacy for safeguarding the
department’s assets. Internal Audit appraises the effectiveness and efficiency of

resource use and reports findings and recommendations to department management.

- iii -
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The Division of
Administration
provides service and
administrative support
to the department.

Revenue Technology

Revenue Technology provides leadership, oversight, support, and advice in the area
of information technology to help the department accomplish strategic goals and

program objectives.

Office of Legislation and Regulations

The Office of Legislation and Regulations is responsible for the development and
tracking of the department’s legislative priorities through the legislative process.
The office also estimates the fiscal impact of all legislation that may impact the
operation of the department. In addition, it manages the publication process for

departmental rules and regulations.

DIVISION OF ADMINISTRATION

The Division of Administration is responsible for providing service and
administrative support to the Department of Revenue (department). This includes
providing a quality work environment, maintaining employee relations, procuring
goods and services, accounting, finance, technology services, investigative services,
and general services such as mail processing, warehousing, and record storage. The

division includes four bureaus and one office.

Criminal Investigation Bureau

The Criminal Investigation Bureau is responsible for creating and maintaining a
climate for voluntary tax, motor vehicle and driver licensing compliance by
investigating complaints and developing information leading to prosecution of
individuals violating state statutes. The bureau operates six offices located

throughout the state.

Financial and General Services Bureau

The Financial and General Services Bureau provides financial and general services
to the department. Accounting Services processes and records departmental
expenditures, prepares the Department of Revenue Comprehensive Annual
Financial Report, monthly spending plans, fiscal note responses, the division’s

budget request, coordinates the preparation of monthly financial statements,

_IV_



Overview

provides control and record keeping of the department’s fixed assets, and monitors
telecommunication costs. Delivery Services maintains and schedules vehicles and
performs deliveries. The Investment and Cash Management Office provides
deposit and accounting document approval for all monies received and coordinates
investment and collateralization of nonstate funds under the department's control.
The Mail Service Center handles incoming and outgoing mail. Purchasing Services
coordinates procurement activities. Central Stores receives, stores, and distributes
supplies, forms, and new fixed assets. The Warehouse and Archive Center archives
approximately 50,000 boxes of nonpermanent department records and provides
temporary storage for overflow supplies and forms. Facilities coordinates with the
Office of Administration regarding the maintenance and improvement of the work

environment within the department and performs telephone moves and installations.

Human Resource Services and Development Bureau

Human Resource Services and Development provides employment opportunities
and employee relations’ services to all employees within the department.
Employment Services coordinates the department’s payroll, organizes all aspects of
hiring, maintains official personnel files, and handles workers' compensation and
unemployment claims. The Human Relations Officer provides informal problem
resolution assistance and consultations to management and staff and promotes a
positive work environment. The Manager of Human Resource Services and
Development coordinates compensation and classification issues, revises, creates,
and interprets departmental policy, prepares the Affirmative Action Plan, and
oversees the SAM II HR system and report generation. Human Resource Services

and Development also provides training for department employees.

Technology Services Bureau

The Technology Services Bureau provides systems development and support,
production control, and database administration throughout the department.
Division Director’s Office

The Division Director’s Office is responsible for the overall administration of the

four bureaus described above.
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The Division of Motor
Vehicle and Drivers
Licensing administers
Missouri statutes relating to
the licensing of drivers and
titling and registration of
motor vehicles, all-terrain
vehicles, trailers,
manufactured homes, and
marine craft.

DIVISION OF MOTOR VEHICLE AND
DRIVERS LICENSING

The Division of Motor Vehicle and Drivers Licensing is responsible for
administering Missouri statutes that relate to the licensing of drivers and the titling
and registration of motor vehicles, all-terrain vehicles, trailers, manufactured
homes, and marinecraft. This division consists of three bureaus and an

administrative office.

Driver and Vehicle Services Bureau

The Driver and Vehicle Services Bureau is responsible for the titling and
registration of motor vehicles, all-terrain vehicles, trailers, manufactured homes,
and marine craft in the state and issuing disabled placards and temporary permits. It
is also responsible for licensing and regulating motor vehicle and marinecraft

dealers and manufacturers, salvage businesses, and lease rental companies.

In addition, the Driver and Vehicle Services Bureau is responsible for suspending
and revoking, when applicable, driver licenses, driving permits, and vehicle
registrations. The Driver and Vehicle Services Bureau processes and maintains
records relating to traffic violation point assessments, the administrative Driving
While Intoxicated (DWI) and abuse and lose laws for alcohol/drug offenses, failure
to appear in court for traffic violations, and the safety responsibility (mandatory

insurance) laws for uninsured motorists.

Customer Assistance Bureau

The Customer Assistance Bureau is responsible for directing the operations of the
11 branch and 171 agent offices throughout the state. Branch offices are staffed by
state employees. Agent offices, located in almost every county in Missouri and in
major metropolitan areas of the state, are independently operated by contractual
agents. The Customer Assistance Bureau oversees the processing and issuance of
all driver and nondriver licenses and school bus permits and the certification of
third party testers. In addition, it oversees various phone centers to help customers

with their driver and vehicle transactions.

Information Technology Bureau
The Information Technology Bureau is responsible for the technical analysis,

design, development, and implementation of the division's data processing systems.

-vi-
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Division Director's Office

The Division Director’s Office is responsible for the overall administration of the
three bureaus and field operations described above. This includes the preparation of
legislative testimony, the review and analysis of fiscal notes, the development of all
written communications, and the handling of the divisional accounting and

budgeting functions.

DIVISION OF TAXATION AND
COLLECTION

The Division of Taxation and Collection is responsible for the administration of
Missouri's tax laws and processes and administers forms and reports for the

collection of revenue due the state and local taxing jurisdictions.

Accounting Services The Division of

Taxation and Collection

Accounting Services is responsible for cashiering and depositing tax and fee . : .
administers Missouri’s

collections, branch and agent office accounting, return check collection, division
tax laws.

mail distribution, divisional accounting, financial statement preparation, document
security enforcement, centralized record retention, divisional office equipment

management, microfilming functions, and divisional forms and publication orders.

Business Tax

Business Tax is responsible for the administration of sales/use, corporation, and
withholding taxes, financial institutions, insurance premiums, franchise, county,
fuel, cigarette and other tobacco products taxes, and county court fees. Business
Tax also distributes locally imposed sales and use taxes to local jurisdictions,
administers business tax registration and issues sales/use tax licenses to taxpayers,
handles correspondence and taxpayer protests, processes amended returns, writes
regulations, and pursues collections from noncompliant taxpayers through its Nexus

programs.

Customer Assistance

Customer Assistance is responsible for contacting individuals and businesses who
have unpaid tax liabilities, pursuing bad checks, reimbursing prosecuting attorneys
for collections made, submitting fee payments to the recorder of deeds for filing lien

documents, conducting skip tracing to locate taxpayers and their assets, certifying
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files and records for the prosecuting attorneys, and assisting the prosecuting
attorneys with account analysis to prosecute cases. Customer Assistance is also
responsible for providing taxpayer assistance to taxpayers in regional offices within
Missouri. This assistance includes answering questions, registering taxpayers,
issuing sales/use tax licenses, participating in taxpayer training programs, making
field visits to taxpayers who are delinquent in paying their taxes, and appearing in
court on behalf of the Director of Revenue on cases pursued by the prosecuting

attorneys.

Field Audit (In-state and Out-state)

Field Audit is responsible for conducting field audits of businesses required to pay
taxes to the state of Missouri. The in-state operations perform central support
functions and include eight offices. The out-state operations include offices in

Chicago, Dallas, and New York.

Information Technology

Information Technology is responsible for the technical analysis, design,
development, implementation, and maintenance of the division’s data processing
systems. Information Technology provides quality assurance, program
maintenance, and technical support for electronic data processing communications,
systems programming, and data base administration. Information Technology also
provides personal computer software training, in-house programmer training,
system training to division personnel, and administers electronic media including an

Internet web site and forms-by-fax for the division.

Personal Tax

Personal Tax is responsible for administering individual income, partnership,
fiduciary, and estate taxes and property tax credits. Administrative functions
include tax return receipt and extraction of incoming mail, tax return analysis, data

entry, tax return error correction, and discovery and collection of tax liabilities.

Division Director's Office

The Division Director’s Office is responsible for the overall administration of the
areas described above. This includes preparation of legislative testimony, fiscal
note preparation including administrative impacts, preparation of the division’s

budget request, tax returns and forms design, and electronic-commerce.

- viii -
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SUMMARY OF BUDGETARY
CONTROL

The Missouri Department of Revenue’s (department) annual budget is prepared
principally on the cash basis and represents departmental appropriations
recommended by the Governor and passed by the state legislature prior to the
beginning of the fiscal year. If appropriations are not sufficient for a fiscal year, the
department may request supplemental amounts during the next legislative session
by the same process it requested original appropriations. The state legislature
appropriates money to the department at the departmental level. Expenditures
cannot exceed the appropriation amounts at the General Assembly appropriated
level. Also, the Governor has the authority to reduce the allotments or
appropriations in any fund if it appears that revenues for the fiscal year will fall
below the estimated revenues. Unexpended appropriations lapse at the end of each
appropriation year. The budgetary basis differs from generally accepted accounting
principles. Therefore, amounts stated in the accompanying schedules of
appropriation and expenditures — budget and actual are presented on the budgetary

basis, that is, the cash basis. The schedules begin on page 44.

MANAGEMENT RESPONSIBILITIES
AND REPRESENTATIONS

The financial statements are based on generally accepted accounting principles
considered by management to present fairly and consistently the Missouri

Department of Revenue's (department) financial position and results of operations.

The department's system of internal accounting controls is designed to provide
reasonable assurance that: (1) transactions are executed in accordance with
management’s authorizations; (2) assets are protected against loss from
unauthorized use or disposition; and (3) financial records are reliable to prepare

financial statements and maintain accountability of assets and obligations.

-1X -

The department-wide
financial statements are
prepared on the accrual
basis of accounting, and
the governmental fund
statements are prepared on
the modified accrual basis
in conformity with
generally accepted
accounting principles.
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PENSION AND OTHER EMPLOYEE
BENEFITS

The Missouri Department of Revenue’s (department) employees are covered under
the Missouri State Employees’ Retirement System (MOSERS). The Office of
Administration makes the contribution to MOSERS for the department’s
employees. Beginning on page 41 of the Notes to the Financial Statements is

additional information about employee pensions and other benefits.

AUDIT

The accompanying financial statements have not been audited by an independent

auditor. The financial statements have been marked unaudited.
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Missouri Department of Revenue

Financial

The Financial Section includes the Management Discussion and Analysis, basic department-wide and
governmental fund financial statements, proprietary funds and fiduciary funds statements, notes to the
financial statements, and governmental fund capital assets schedules.




Missouri Department of Revenue

Management Discussion and
Analysis

The Management Discussion and Analysis provides a summary of the Missouri Department of Revenue’s
fiscal year financial activities.




Unaudited Management’s Discussion and Analysis

This discussion and analysis of the Missouri Department of Revenue’s (department) financial performance provides a
summary of the department’s financial activities for the fiscal year ended June 30, 2003. Consider the information presented
here in conjunction with additional information in the Introductory Section beginning on page ii and the department’s

financial statements beginning on page 15.

FINANCIAL HIGHLIGHTS

On the department-wide Statement of Net Assets, the assets of the Department
of Revenue (department) exceeded its liabilities at June 30, 2003, by $440,000.
The department’s total net assets decreased by $193,000. This decrease is
mainly attributable to a decrease in the value of capital assets and a decrease in
restricted inventory at June 30, 2003. The department’s total debt increased by
$27 million during Fiscal Year 2003. The key factor in this increase was the
increase in the amount owed to the State Treasurer because of the increase in

taxes receivable.

At June 30, 2003, the governmental funds that the department deposits to and/or
operates from had a combined ending negative fund balance of $15 million, an
increase of $394,000 compared to Fiscal Year 2002. This balance includes $4
million reserved for inventory, leaving a negative unreserved fund balance of
$19 million. The reserved balance indicates that it is not available for new
spending because it has already been converted to inventory. The department’s
negative unreserved fund balance is due to paying Fiscal Year 2003 liabilities
with Fiscal Year 2004 appropriations (mainly motor fuel tax collections owed to

cities and counties).

OVERVIEW OF THE FINANCIAL
STATEMENTS

The Missouri Department of Revenue’s (department ) basic financial statements
comprise three components: 1) Department-wide financial statements; 2) Fund
financial statements; and 3) Notes to the financial statements. This report also
contains other supplementary information in addition to the basic financial

statements.
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DEPARTMENT-WIDE FINANCIAL STATEMENTS

The department-wide financial statements provide a broad overview of the
Missouri Department of Revenue’s (department) finances in a manner similar to
a private-sector business. The Statement of Net Assets presents information on
the department’s assets and liabilities, where the difference is reported as net
assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the department is improving or

deteriorating.

The Statement of Activities presents information showing how the department’s
net assets changed during the fiscal year. The department records changes in net
assets when the underlying event occurs, regardless of the timing of related cash
flows. Therefore, some revenues and expenses reported in this statement will
only result in cash flows in future fiscal years (for example, uncollected taxes

and earned but unused vacation leave).

Both of the department-wide financial statements distinguish between
governmental activities and business-type activities. The department’s
governmental activities are supported by appropriations and include tax
collection and enforcement, titling and registration of vehicles, and licensing of
drivers. The only business-type activities of the department is sales of

information.

FUND FINANCIAL STATEMENTS

The state of Missouri uses fund accounting to ensure and demonstrate
compliance with legal requirements and to maintain control over resources that
have been segregated for specific activities or objectives. The funds that the
Missouri Department of Revenue (department) deposits to or operates from are
divided into three categories: 1) Governmental funds; 2) Proprietary funds; and

3) Fiduciary funds.

Governmental Funds

Governmental funds account for the same functions reported as governmental
activities in the department-wide financial statements. However, unlike the

department-wide financial statements, governmental fund financial statements
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focus on near-term inflows and outflows of spendable resources as well as on

balances of spendable resources available at the end of the fiscal year.

Such information may be useful in evaluating the department’s near-term
financing requirements. In particular, unreserved fund balance serves as a useful
measure of the department’s net resources available for spending at the end of
the fiscal year. The governmental fund financial statements are on pages 17

through 19.

Because the focus of governmental funds is narrower than that of the
department-wide financial statements, it is useful to compare the information
presented for governmental funds with similar information presented for
governmental activities in the department-wide financial statements. This
comparison shows the long-term impact of the department’s near-term financing
decisions. Both the governmental fund Balance Sheet and the governmental
fund Statement of Revenues, Expenditures, and Changes in Fund Balances
provide a reconciliation to facilitate this comparison between governmental

funds and governmental activities.

Information is presented separately in the governmental fund Balance Sheet and
in the governmental fund Statement of Revenues, Expenditures, and Changes in
Fund Balances for the General Fund, Motor Fuel Tax Fund, School District
Trust Fund, and the State Highway and Transportation Department Fund. These
funds are major funds. Data from the other governmental funds are combined
into a single, aggregated presentation. Individual fund data for each of these
nonmajor governmental funds is provided in the combining statements

beginning on page 58.

Proprietary Funds

The department administers one proprietary fund, the Department of Revenue
Information Fund. The department uses this fund to account for its sales of
information. The department must receive appropriations to spend from the
fund. The proprietary fund statements provide the same type of information as
the business-type activities in the department-wide financial statements, only in

more detail. They are on pages 21 through 23.
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Fiduciary Funds

The department uses agency funds, a type of fiduciary fund, to account for
resources held for the benefit of parties outside the department. Fiduciary funds
are not included in the department-wide financial statement because the
resources of those funds are not available to support the department. Agency
funds use the accrual basis of accounting. The agency fund financial statement

is found on page 24 and the detail schedule on pages 75 through 83.

NOTES TO THE FINANCIAL STATEMENTS

The notes provide additional information that is essential to a full understanding
of the department-wide and fund financial statements. The notes to the financial

statements begin on page 25.

BUDGETARY COMPARISON SCHEDULES

The Missouri Department of Revenue (department) receives an annual
appropriated budget from some of the governmental funds. To demonstrate
compliance with the budget, budgetary comparison schedules begin on page 44.
These schedules provide original and final appropriations and a comparison to
actual expenditures for the General Fund and major special revenue funds. Also
included is a reconciliation from budget basis to Generally Accepted Accounting

Principles (GAAP) basis.

FINANCIAL ANALYSIS

DEPARTMENT-WIDE STATEMENTS
Capital Assets

The Missouri Department of Revenue’s (department) capital assets consist of
furniture, equipment, and software (both in-house developed software and
purchased software). The department uses these capital assets to provide
services to citizens, and the assets are not available for future spending.
Appropriations are needed to repay any related debt (capital leases) because the

capital assets cannot be liquidated to pay these liabilities.
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Management’s Discussion and Analysis

The department operates major computer systems to collect money and enforce
tax and motor vehicle and driver laws. Without these systems, the department
could not fulfill statutory requirements effectively. Therefore, management
believes it is important to capitalize the system costs and amortize those costs

over the systems’ useful life.

As of June 30, 2003, the department’s total depreciable/amortizable capital
assets equaled $85 million. Accumulated depreciation/amortization on these
assets was $67 million or 79 percent of the assets’ cost. This indicates that the
department’s capital assets, on average, have reached more than three-fourths of
their useful life. Following is a summary of the department’s capital assets net

of depreciation and amortization.

SUMMARY OF THE DEPARTMENT OF REVENUE’S CAPITAL ASSETS

(in thousands of dollars)

(net of depreciation and amortization)

Furniture, Equipment, and
Purchased Software $
Electronic Data Processing
Software (developed in-house)

Total Capital Assets (net) $

Governmental Activities Business-Type Activities Total
2002 003 002 2003 2002
3,250 4,155 67 85 3,317 4,240
14,404 15,316 o _ 14,404 15,316
4 19.471 67 85 17,721 19,556

Additional information about the department’s capital assets is in note 4 on page 36.

Net Assets

As mentioned earlier in the Financial Highlights, the department’s net assets
decreased by $193,000 during the current fiscal year. The decrease represents
the decrease in the department’s investment in capital assets and restricted
inventory net of the increase in the department’s unrestricted fund balance. The
department’s investment in capital assets for its governmental and business type
activities as of June 30, 2003, amounts to $17 million (net of accumulated
depreciation and amortization and related debt). The total decrease in the
department’s investment in capital assets for the current fiscal year was 9
percent. The decrease for governmental activities was 9 percent, and for

business-type activities it was 21 percent. The department purchased or
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developed $2.3 million more of capital assets than it surplused during Fiscal

Year 2003. The decrease in capital asset investment is because of depreciation

and amortization expense.

An additional $1.4 million of the department’s net assets represents supply

inventories that are subject to restrictions. They cannot be used to pay

liabilities. The negative balance of unrestricted net assets resulted from the

department paying Fiscal Year 2003 expenses with Fiscal Year 2004

appropriations (mainly motor fuel tax collections owed to cities and counties).

The same situation held true for the prior fiscal year.

At June 30, 2003, approximately 100 percent of the department’s total assets

were funded with debt or other financial obligations (all liabilities of the

department). Therefore, the department has no equity position in its assets. This

indicates that for each dollar of department assets, it owes almost 100 percent of

that dollar to others, primarily the State Treasurer.

A summary of the department’s net assets follows below.

SUMMARY OF DEPARTMENT OF REVENUE’S NET ASSETS
(in thousands of dollars)
Governmental Activities Business-Type Activities Total
2003 2002 2003 2002 2003 2002

Current and Other Assets $ 1,102,881 1,073,812 (520) 422 1,102,361 1,074,234
Capital Assets (net) 17,654 19,471 67 85 17,721 19,556

Total Assets $ 1,120,535 1,093,283 (453) 507 1,120,082 1,093,790
Long-Term Liabilities Outstanding $ 3,380 4,016 1 1 3,381 4,017
Other Liabilities 1,116,244 1,088,161 17 979 1,116,261 1,089,140

Total Liabilities $ 1,119,624 1,092,177 18 980 1,119,642 1,093,157

Total Net Assets $ 911 1,106 471) 473) 440 633
Invested in Capital Assets, Net of Related Debt $ 17,374 18,673 67 85 17,441 18,759
Restricted 1,245 3,915 159 159 1,404 4,074
Unrestricted (17,708) (21,483) (697) (717) (18,405) (22,200)

Total Net Assets $ 911 1,106 471) 473) 440 633
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Governmental activities decreased the department’s net assets by $195,000,
thereby accounting for 100 percent of the total decrease in the net assets of the
department. Business-type activities increased the department’s net assets by
$2,000 accounting for 0 percent of the total decrease in the department’s net
assets. Changes in net assets are shown below.

SUMMARY OF DEPARTMENT OF REVENUE’S CHANGES IN NET ASSETS
(in thousands of dollars)
Governmental Activities Business-Type Activities Total
2003 2002 2003 2002 2003 2002

Revenues:

Program Revenues:

Charges for Services $ 2,014 2,040 2,014 2,040

Operating Grants and Contributions 836 494 836 494
Appropriations 272,347 268,176 272,347 268,176

General Revenues:

Corporate Income Tax 223217 317,213 223217 317,213
Individual Income Tax 3,580,363 3,732,806 3,580,363 3,732,806
Licenses, Permits, and Fees 328,687 309,062 328,687 309,062
Motor Fuel Tax 710,602 694,421 710,602 694,421
Sales and Use Tax 2,797,989 2,869,636 2,797,989 2,869,636
Other Revenues 615,791 618.837 615.791 618.837

Total Revenues $ 8.529.832 8.810.645 2.014 2.040 8.531.846 8.812.685

Expenses:

Operating $ 81,379 80,668 1,993 1,899 83,372 82,567
Distributions 187,662 197,385 187,662 197,385
Depreciation 4338 5,454 19 28 4357 5,482
Provision for Transmittal to State Treasurer ~ $ 8.256.648 8.542.468 0 0 8.256.648 8.542.468

Total Expenses and Transmittal 8,530,027 8.825.975 2,012 1,927 8.532.039 8.827.902

Increase (Decrease) in Net Assets (195) (15,330) 2 113 (193) (15,217)

Beginning Net Assets 1.106 16.636 (473) (586) 633 15.850

Ending Net Assets $ 911 1.106 (471) (473) 440 633

Long-term Debt

At the end of the current fiscal year, the department had total long-term debt
outstanding of $3.4 million. Of this amount, $280,000 comprises obligations

under lease/purchase, and $3.1 million is compensated absences. A table of
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current year debt is shown below. For additional information about
the department’s long-term debt, refer to the Notes to the Financial

Statements starting on page 25.

DEPARTMENT OF REVENUE’S OUTSTANDING LONG-TERM DEBT

(in thousands of dollars)

Governmental Activities

2003 2002 % Increase(Decrease)
from 2002
Obligations Under Lease/Purchase $ 280 800 (65%)
Compensated Absences 3,100 3,216 (3.6%)
Total $ 3,380 4,016 (16%)

FUND STATEMENTS

As noted earlier, the state of Missouri uses fund accounting to ensure
and demonstrate compliance with finance-related legal requirements.
The Missouri Department of Revenue (department) follows the state’s

accounting practices.

Governmental Funds

Fund Balance
The General Fund and the State Highway and Transportation

Department Fund (SHTDF) are the chief operating funds of the
department. At the end of the current fiscal year, unreserved negative
fund balance of the General Fund was $1.3 million while the total
negative fund balance was $587,000. The SHTDF’s unreserved
negative fund balance was $1.5 million and its total positive fund

balance was $1.8 million.

The fund balance of the department’s General Fund increased by

$327,000 during the current fiscal year. The key factor in this growth

was an increase in the postage inventory the department carried at the

end of Fiscal Year 2003 over Fiscal Year 2002. The SHTDF fund

balance decreased $188,000. This decrease is because of the larger

balance due to the state treasurer liability the department carried at the

end of Fiscal Year 2003.

]
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Expenditures
The department’s operating expenditures are shown below. Decreases in

expenditures were mainly because of additional budget withholdings needed to

balance the Missouri budget as required by the Constitution of Missouri.

Personal Service
Expense and Equipment*
Total Department of Revenue

Government Expenditures

*Includes Commercial Drivers License Information System Fees, Problem Driver Point System, Dues to the Multi-State

Tax Commission, Fees to Counties and Collection Agency Fees, and Payment of Fees to Counties for Liens.

DEPARTMENT OF REVENUE
GENERAL GOVERNMENT EXPENDITURES - FUND STATEMENTS

(in thousands of dollars)

% % Increase(Decrease)
2003 of Total 2002 from 2002
49,996 61% 52,168 (4%)
31,631 39% 31,063 2%
81,627 100% 83,231 (2%)

Transfers
The Department of Revenue Information Fund owed a $965,000 transfer to the

SHTDF at June 30, 2003. The Motor Fuel Tax Fund owed the SHTDF $46
million at year end and transferred $481 million during the year. Note 8 on page

40 discusses the reasons for these transfers.

Proprietary Funds - Business-Type Activities

The department’s proprietary funds statements provide the same type of
business-type activity information in the department-wide financial statements,
but in more detail. Unrestricted net assets of the Department of Revenue
Information Fund at the end of the year is a negative $697,000. The total
increase in net assets was $2,000. The department’s business-type activities’
revenues and expenses are summarized in the following two graphs on the next
page. As the first graph indicates, the department’s business-type activity
funded its costs of operations by 192 percent and made a profit of $967,000.
Non-operating expense (a $965,000 transfer to the SHTDF reduces net profits
(change in net assets) to $2,000.
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DEPARTMENT OF REVENUE
BUSINESS-TYPE ACTIVITIES
SALES OF INFORMATION REVENUES AND EXPENSES
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Fiduciary Funds

Net assets of the fiduciary agency funds at June 30, 2003, is $392 million.

These assets are held in trust for cities, counties, and other political subdivisions.

During the year, the department invests, through its contracted bank, temporary
surplus cash from the various agency funds. The contracted bank pools most of
these funds’ cash balances for investment purposes. The department invested
the surplus cash in United States Treasury securities and certain federal agency
securities. At June 30, 2003, these investments consisted of overnight
repurchase agreements in the amount of $151 million and term securities in the
amount of $60 million. The average yield on maturing investments during the

year was 1.3 percent, and the amount of interest earned was $1.9 million.

BUDGETARY HIGHLIGHTS

Increases and decreases between the original budget and the final amended
budget are for refunds and other program specific distributions. Increases and
decreases to individual operating appropriations are because of transfers
between appropriations. The appropriations that received an actual increase or

decrease and the amount of the increase or decrease are listed below.

DEPARTMENT OF REVENUE APPROPRIATION INCREASES
FISCAL YEAR 2003

(in thousands of dollars)

General Fund

Refunds for Overpayment of Tax $ 49,800
Motor Fuel Tax Refund
Refunds for Aviation Trust Fund 60

State Highway and Transportation Department Fund
Refunds of Any Tax or Fee Credited to State Highways and

Transportation Department Fund (700)
Refunds of Motor Fuel Tax (25,000)

All Other Budgeted Governmental Funds
Refunds of Tobacco and Cigarette Tax 10
Refunds of Fees Credited to Motor Vehicle Commission Fund 4
Refunds of Taxes and Fees Credited to Federal and Other Funds 206
Refunds — Overpayment and Errors of the Workers” Compensation — Second Injury Fund 6

Total Appropriation Increases $ 24,386

-11 -
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DEPARTMENT OF REVENUE
COLLECTIONS

Genera Fund collections decreased by $141 million or 1.9 percent (gross of
refunds). Most of this decrease is because of the sluggishness of the Missouri
economy compared to previous years. State money (General Fund collections
and all other governmental funds’ collections) collected by the Missouri
Department of Revenue (department) totaled $9.1 billion in Fiscal Year 2003, a
decrease of 1.5 percent over Fiscal Year 2002. The department collected 95
percent of the state’s General Fund collections and 50 percent of all state funds’
collections. The graph below shows the percent of state of Missouri General
Fund collections by source. The graph on the next page shows department

collections for all state funds.

MISSOURI COLLECTIONSBY SOURCE
General Fund
Fiscal Year 2003
(budgetary basis)

All Other Receipts

Inheritance/Estate
' 5%

1%

County Foreign Insurance
2%

Sales & Use Tax
25%

Corporate Income & Franchise
Tax
6%

Individual Income Tax

61%
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STATE OF MISSOURI
STATE COLLECTIONS BY THE
DEPARTMENT OF REVENUE
All Funds
(budgetary basis)

4,600,000
4,100,000 -

3,600,000

3,100,000
2,600,000 -
2,100,000 -

1,600,000

In Thousands of Dollars

1,100,000 -

600,000

100,000 ,_- ‘ - ‘ - ‘ o [ ‘

Corporate  Individual Licenses, Motor Fuel Salesand Insurance  Gaming

Income and Income Tax Permits, Tax Use Tax Tax Gross
Franchise and Fees Receipts
Tax Tax
W Fiscal Year 2003
W Fiscal Year 2002 Note: The portion of motor fuel and highway use taxes and fees distributed to cities and counties

are not included in these collections.

ECONOMIC FACTORS

The unemployment rate for the state of Missouri at June 30, 2003, was
5.6 percent, which is an increase from arate of 5.4 percent at June 30,
2002. This compares favorably to the national average unemployment
rate at June 30, 2003, of 6.4 percent. This Missouri unemployment
rate represents an unemployment level of 168,600. Missouri’s percent
was its highest unemployment rate since 1993. Missouri lost 93,000
jobs between the start of the recession in March 2001 and May 2003.
Percentage-wise, Missouri had the nation’ s third highest job loss
behind Illinois and Massachusetts. Missouri lost 11,000 government
jobs during the recession, more than any other state. Other sectors that
had high job loss were manufacturing, transportation, and business and
professional services. High unemployment had an adverse impact on

revenue collections.
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Inflationary trends were favorable in Fiscal Year 2003. Between June 2002 and

June 2003, the national consumer price index rose 2.1 percent.

Despite the high unemployment rate, according to the Missouri Department of
Economic Development in its July 29, 2003, press release, Missouri “continues
to see signs of economic rebound.” Personal income increased 3.2 percent in
calendar year 2002 over calendar year 2001 to $164 billion. The national
increase was lower at 2.8 percent. The last six months of calendar year 2002 are

the first six months of Fiscal Year 2003.

Missouri per capita income increased 2.5 percent in 2002 to $28,936. The
national per capita income rose 1.7 percent to an average $30,941, 7 percent
higher than Missouri’s. Out of the 50 states, Missouri ranks 18" in personal

income, 31 in personal income growth, and 25™ in per capita income.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Missouri
Department of Revenue’s (department) finances. Address questions concerning
the information provided in this report or requests for additional financial
information to the Missouri Department of Revenue, Financial and General
Services Bureau, P.O. Box 475, Jefferson City, MO 65105-0475; telephone
(573)751-7429; or e-mail becky.imhoff@dor.mo.gov.

- 14 -
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Basic Financial Statements
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The basic statements provide the Missouri Department of Revenue’s financial position and operating
results.




Missouri Department of Revenue

Department-wide Financial
Statements

The department-wide financial statements consolidate and report on all of the Missouri Department of
Revenue’s nonfiduciary financial activities on an accrual basis of accounting.




DEPARTMENT OF REVENUE
STATEMENT OF NET ASSETS
JUNE 30, 2003

(in thousands of dollars)

Unaudited

GOVERNMENTAL BUSINESS-TYPE

ACTIVITIES ACTIVITIES TOTAL

ASSETS
Cash and Cash Equivalents (Notes 1.D. & 3) $ 24,020 112 24,132
Investments (Notes 1.E. & 3) 16,991 1 16,992
Appropriations Receivable 1 1
Accounts Receivables (Note 1.G.) 1,152,138 189 1,152,327
Interest Receivable (Note 1.F.) 11 11
Allowance for Doubtful Accounts (Note 1.G.) (176,792) (16) (176,808)
Due from State Treasurer (Note 1.1.) 39,980 39,980
Internal Balances (Note 8) 965 (965) 0
Funds in Custody of State Treasurer (Note 1.J.) 41,106 41,106
Postage Inventory (Note 1.K.) 858 159 1,017
Supply Inventory (Note 1.K.) 829 829
License Plate and Tab Inventory (Note 1.K.) 2,774 2,774
Capital Assets (Net of Accumulated

Depreciation) (Notes 1.L. & 4) 17,654 67 17,721

Total Assets $ 1,120,535 (453) 1,120,082
LIABILITIES $
Accounts Payable (Note 1.N.) 788 11 799
Accrued Payroll 2,065 6 2,071
Bank Service Charges Payable 6 6
Refunds Payable (Note 1.M.) 39,980 39,980
Due to Other Entities (Notes 1.J. & 1.0.) 50,886 50,886
Due to State Treasurer (Note 1.1.) 1,016,363 1,016,363
Funds Held in Trust (Notes 1.J. & 1.P.) 6,155 6,155
Deferred Revenue (Note 1.Q.) 1 1
Capital Leases Payable (including interest) (Notes 1.R., 5, & 7) 280 280
Compensated Absences (Notes 1.R., 6, & 7) 3,100 1 3,101

Total Liabilities $ 1,119,624 18 1,119,642
NET ASSETS
Invested in Capital Assets, Net of Related Debt $ 17,374 67 17,441
Restricted for Inventory (Note 1.S.) 1,245 159 1,404
Unrestricted (17,708) (697) (18,405)

Total Net Assets $ 911 471) 440




FUNCTIONS/PROGRAMS

Governmental Activities:
Administration
Taxation and Collection
Motor Vehicle and Drivers Licensing
Postage
Article X Distribution
City Distributions of Motor Fuel Tax
County Stock Insurance

Total Governmental Activities
(Notes 1.U. & 2.B.)
Business-Type Activities:
Sales of Information

Total Business-Type Activities

Total Primary Government

DEPARTMENT OF REVENUE
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2003

(in thousands of dollars)

Unaudited

NET (EXPENSE) REVENUE AND

PROGRAM REVENUES CHANGES IN NET ASSETS
OPERATING
CHARGES FOR GRANTS AND GOVERNMENTAL  BUSINESS-TYPE
EXPENSES SERVICES CONTRIBUTIONS APPROPRIATIONS ACTIVITIES ACTIVITIES TOTAL
$ 9,269 16 9,944 691 691
32,311 35,205 2,894 2,894
33,833 820 31,583 (1,430) (1,430)
7,446 7,328 (118) (118)
5,950 5,950 0 0
182,104 179.871 (2,233) (2,233)
150 150 0 0
$ 271,063 0 836 270,031 (196) 0 (196)
$ 2,012 2,014 2 2
$ 2,012 2,014 2 2
$ 273,075 2,014 836 270,031 (196) 2 (194)
General Revenues:
Corporate Income Tax 223217 223217
Individual Income Tax 3,580,363 3.580,363
Licenses, Permits, and Fees 328,687 328,687
Motor Fuel Tax 710,602 710,602
Sales and Use Tax 2,797,989 2,797,989
Other Revenues 615,791 615,791
Total General Revenues (Notes 1.T. & 2.B.) $ 8,256,649 8.256,649
Provision for Transmittal to State Treasurer (8,256,648) (8,256,648)
Total General Revenues and Transmittals to State Treasurer $ 1 0 1
Change in Net Assets (195) 2 (193)
Net Assets - Beginning $ 1,106 (473) 633
Net Assets - Ending $ 911 (471) 440




Missouri Department of Revenue

Governmental Fund Financial
Statements

The governmental fund financial statements report Missouri Department of Revenue governmental
activities on a modified accrual basis of accounting. Also included is a reconciliation of the Statement of

Revenues, Expenditures, and Changes in Fund Balances of Governmental Funds to the department-wide
Statement of Activities.
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Major Fund Descriptions

GENERAL FUND

The General Fund is the state of Missouri’s primary operating
fund. The Missouri Department of Revenue receives about half
its operational funding from the General Fund.

MOTOR FUEL TAX FUND

The Motor Fuel Tax Fund accounts for motor fuel tax
collections and its distributions to the State Highway and
Transportation Department Fund and the agency fund, Fuel
Local Deposit (FLOYD) Fund.

SCHOOL DISTRICT TRUST FUND

The School District Trust Fund accounts for education
(Proposition C) sales and use tax collections.

STATE HIGHWAYS AND TRANSPORTATION
DEPARTMENT FUND

The State Highways and Transportation Department Fund
accounts for collections that are derived from highway users as
an incident to their use or right to use the highways of the state.
The Missouri Department of Revenue receives about half its
operational funding from this fund.
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ASSETS

Cash and Cash Equivalents (Notes 1.D. & 3)
Investments (Note 1.E. & 3)

Interest Receivable (Note 1.F.)

Appropriations Receivable

Accounts Receivable (Note 1.G.)

Allowance for Doubtful Accounts (Note 1.G.)
Due from Other Funds (Notes 1.H. & 8)

Due from State Treasurer (Note 1.1.)

Funds in Custody of State Treasurer (Note 1.J.)
Postage Inventory (Note 1.K.)

Supply Inventory (Note 1.K.)

License Plate and Tab Inventory (Note 1.K.)

Total Assets

LIABILITIES

Accounts Payable (Note 1.N.)

Accrued Payroll

Refunds Payable (Note 1.M.)

Bank Charges Payable

Due to Other Entities (Notes 1.J & 1.0.)
Due to Other Funds (Notes 1.H. & 8)
Due to State Treasurer (Note 1.1.)
Funds Held in Trust (Note 1.J. & 1.P.)
Deferred Revenue (Note 1.Q.)

Total Liabilities

FUND EQUITY

Fund Balance (Notes 1.S.)
Reserved for Encumbrances
Reserved for Inventory

Unreserved

Total Fund Equity

Total Liabilities and Fund Equity

DEPARTMENT OF REVENUE
COMBINED BALANCE SHEET
ALL GOVERNMENTAL FUND TYPES

JUNE 30, 2003

(in thousands of dollars)

Unaudited

SCHOOL STATE HIGHWAY ALL OTHER TOTAL
GENERAL MOTOR FUEL DISTRICT AND TRANS. GOVERNMENTAL
FUND TAX FUND TRUST FUND DEPT. FUND FUNDS 2003 2002
$ 5,524 150 1,711 7217 9418 24,020 15,708
6,722 6,781 2,096 547 845 16,991 9,691
5 5 1 11 12
1 1 19
869,298 123,296 69,652 7.080 82,812 1,152,138 1,116,498
(155,870) (17,114) (3.808)  (176,792)  (176,418)
47,180 47,180 47,019
39,184 46,215 792 4 86,195 105,180
41,106 41,106 39226
498 142 640 418
233 485 718 605
2,633 2,633 2,491
$ 806,700 176,447 56,346 66,076 89272 1,194.841 1,160,449
$ 244 482 62 788 893
1,074 986 5 2,065 2,125
39,184 792 4 39,980 59,086
3 1 1 1 6 5
34,951 15,935 50,886 48,127
46,215 46,215 46,094
357,151 129,567 38,512 62,023 45,523 632,776 546,596
6,155 6,155 6,490
368,525 665 17,833 43,745 430,768 465,908
$ 807,287 192,382 56,346 64,284 89,340 1,209,639 1,175,324
$ 0 1
731 3,259 3,990 3,516
(1,318) (15,935) (1,466) (68) (18,787)  (18393)
$ (587) (15,935) 0 1,793 (68) (14,797)  (14.876)
$ 806,700 176,447 56,346 66,077 89,272
Amounts reported for governmental activities in the Statement of Net Assets are different because:

Capital assets used in governmental activities are not financial resources and,

therefore, are not reported in the funds.

Other long-term assets are not available to pay for current-period expenditures and,

therefore, are deferred in the funds.

Long-term liabilities not due and payable in the current period and, therefore,

are not reported in the funds.

Revenues that are not measurable and available in the current period, and therefore,

deferred in the funds (includes Due to the State Treasurer).

Intergovernmental transfers eliminated in the Statement of Net Assets.

Net Assets of Governmental Activities.

17,654

(91,960)

(3,380)

47,179
46215

911

19,471

(86,637)

(4,016)

41,070
46,094

1,106



REVENUES
Appropriations

Corporate Income Tax
Individual Income Tax
Licenses, Permits, and Fees
Motor Fuel Tax

Sales and Use Tax

Other Revenues

Total (Notes 1.T. & 2.D.)

Provision for Transmittal to State Treasurer

Net Revenues

EXPENDITURES

Personal Service

Expense and Equipment (Note 2.D.)

Article X Distributions

Commercial Drivers License Information System Fees

Problem Driver Point System

Payment of Dues to Multi-State Tax Commission

Distributions to Cities of Funds Accruing to the
Motor Fuel Tax Fund

County Stock Insurance Tax

Fees to Counties and Collection Agency Fees

Payment of Fees to Counties for Liens

Total Expenditures (Note 1.U. & 2.D.)

Excess of Revenues Over (Under)

Expenditures Before Lapsed Balances

Lapsed Balances (Note 1.V.)

Excess of Revenues Over (Under) Expenditures

OTHER FINANCING
SOURCES (USES)

Operating Transfers In
Operating Transfers Out

Total Other Financing Sources (Uses)

Provision for Transfers to Other Funds

Excess of Revenues and Other Sources Over

(Under) Expenditures and Other Uses

(Increase) Decrease in Reserve

for Encumbrances

Net change in Unreserved Fund Balance
Fund Balance Unreserved - July 1, 2002 (Note 11)

Fund Balance Unreserved
- June 30,2003

DEPARTMENT OF REVENUE

COMBINED STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCE
ALL GOVERNMENTAL FUND TYPES

FOR YEAR ENDED JUNE 30, 2003

(in thousands of dollars)

Unaudited

SCHOOL STATE HIGHWAY  ALL OTHER TOTAL
GENERAL MOTOR FUEL DISTRICT AND TRANS.  GOVERNMENTAL
FUND TAX FUND TRUST FUND DEPT. FUND FUNDS 2003 2002

46,519 188,000 46,108 4,779 285406 283,235
47,938 33,565 81,503 136,206
3,347,576 23,237 3,370,813 3,518,551
36,325 122,906 167,790 327,021 307,985
663,285 46,215 437 709,937 694,418
1,654,934 634,357 41,000 276,999 2,607,290 2,697,618
121,161 5 34 7 431,319 552,526 545379
5,254,453 851,290 634,391 256,236 938,126 7,934,496 8,183,392
5,207,934 663,289 634,391 210,128 933,348 7,649,090 7,900,156
46,519 188,001 0 46,108 4,778 285406 283236
25,306 23,850 840 49,996 52,168
7,851 19,588 1,232 28,671 28231
5,950 5,950 0
253 253 275
86 86 59
157 157 232
182,104 182,104 191,285
0 0
150 150 150
2,292 2,292 2,097
172 172 169
41,878 182,104 0 43,777 2,072 269,831 274,666
4,641 5,897 0 2331 2,706 15,575 8,570
4314 6,439 2,519 2,697 15,969 23,900
327 (542) 0 (188) 9 (394)  (15,330)

965 965 925

0 0

0 0 0 965 0 965 925

965 965 925
327 (542) 0 (188) 9 (394)  (15,330)

0 0 0 0 0 0 0
327 (542) 0 (188) 9 (394)  (15,330)
(1,645) (15,393) (1,278) (77) (18393)  (3,063)
(1,318) (15,935) 0 (1,466) (68) (18,787)  (18,393)




Unaudited
DEPARTMENT OF REVENUE
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2003

(in thousands of dollars)

Amounts reported for governmental activities in the Statement of Activities (page 16) are
different from the amounts reported in the Statement of Revenues, Expenditures, and
Changes in Fund Balances All Governmental Fund Types (page 19) because of the
items listed below:

Net change in fund balances - total governmental funds (page 19) $ (394)

Governmental funds report capital outlays as expenditures. However, in the
Statement of Activities the cost of those assets is allocated over their estimated
useful lives and reported as depreciation and amortization expense. This is the
amount by which depreciation/amortization exceeded capital outlays in the
current period (excluding net of capital lease proceeds and purchases). (2,339)

Revenues in the Statement of Activities that do not provide current financial resources

are not reported as revenues in the funds. 1,430
Some expenses reported in the Statement of Activities do not require the use of
current financial resources and, therefore, are not reported as expenditures in
governmental funds:
a. Net of accrued and used compensated absences 116
b. Net of purchased and used inventory 472
c. Net of capital lease proceeds and purchases 520

Change in net assets of governmental activities (page 16) $ (195)




Missouri Department of Revenue

Proprietary Funds

DEPARTMENT OF REVENUE (DOR)
INFORMATION FUND

The Department of Revenue Information Fund, as authorized by Section
32.067, RSMo, receives fees that the Missouri Department of Revenue
(department) charges for information sold to individuals, businesses,

federal, state, and local governments. In accordance with Section 33.080,
RSMo, at the end of each odd-numbered fiscal year, the department transfers
the fund balance exceeding $25,000 related to general revenue activities

to the General Fund. In accordance with Section 32.067, RSMo, at the

end of each fiscal year, the department transfers the fund balance, which

is not related to general revenue activities to the State Highways and
Transportation Department Fund.

Proprietary funds account for business-type activities on an accrual basis of accounting. The DOR
Information Fund is the Missouri Department of Revenue’s only proprietary fund.




DEPARTMENT OF REVENUE
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
JUNE 30,2003
(in thousands of dollars)

ASSETS

Current Assets:
Cash and Cash Equivalents (Notes 1.D. & 3)
Accounts Receivable (Note 1.G.)
Allowance for Doubtful Accounts (Note 1.G.)
Investments (Notes 1.E. & 3)
Postage Inventory

Total Current Assets

Noncurrent Assets:
Capital Assets: (Notes 1.L. & 4)
Equipment and Software
Less Accumulated Depreciation

Total Noncurrent Assets
Total Assets
LIABILITIES
Current Liabilities:
Accounts Payable (Note 1.N.)
Accrued Payroll
Compensated Absences (Notes 1.R., 6, & 7)
Due to Other Funds (Notes 1.H. & 8)
Total Current Liabilities
Noncurrent Liabilities:
Total Noncurrent Liabilities
Total Liabilities
NET ASSETS
Invested in Capital Assets
Reserved for Inventory (Note 1.S.)
Unrestricted (Deficit) (Note 1.S.)

Total Net Assets

Unaudited

DEPARTMENT OF REVENUE
INFORMATION FUND

112
189

(16)
159

445

396
(329)

67

512

11

965

983

983

67
159
(697)

(471)



DEPARTMENT OF REVENUE
STATEMENT OF REVENUES, EXPENSES, AND

CHANGES IN FUND NET ASSETS

PROPRIETARY FUNDS

JUNE 30, 2003

(in thousands of dollars)

OPERATING REVENUES
Sales of Information

Total Operating Revenues
OPERATING EXPENSES
Personal Services
Expense and Equipment
Depreciation/Amortization Expense

Total Operating Expenses

Operating Income

Total Nonoperating Revenues (Expenses)
Transfers to Other Funds (Note 8)

Change in Net Assets

Total Net Assets - Beginning
Total Net Assets - Ending

Unaudited

DEPARTMENT OF REVENUE

INFORMATION FUND
$ 2,014
$ 2,014
$ 558

471

18

$ 1,047
$ 967
$ (965)
$ 2

(473)
$ 471)



DEPARTMENT OF REVENUE
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
JUNE 30, 2003
(in thousands of dollars)

Unaudited

DEPARTMENT OF REVENUE
INFORMATION FUND

CASH FLOWS FROM OPERATING ACTIVITIES

Cash Received from Sales of Information $
Payments to Employees

Payments to Suppliers

Net Cash Provided (Used) by Operating Activities $

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Net Transfers to Other Funds $

Net Cash Provided (Used) by Noncapital Financing Activities $

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition of Capital Assets
Capital Lease Payments (and Interest)

Net Cash Provided (Used) by Capital and Related Financing Activites $
Net increase in cash and cash equivalents

Cash and Cash Equivalents - Beginning $
Cash and Cash Equivalents - Ending $

Reconciliation of Operating Income to Net Cash Provided (Used) by
Operating Activities:
Operating Income $
Adjustments to Reconcile Operating Income to Net Cash Provided (Used) by
Operating Activities:
Depreciation Expense
(Increase) Decrease in Accounts Receivable
Increase (Decrease) in Allowance for Doubtful Accounts
(Increase) Decrease in Cash and Investments Held in Agency Funds
Increase (Decrease) in Accrued Payroll
Increase (Decrease) in Accounts Payable
Inccrease (Decrease) in Due to Other Funds
(Increase) Decrease in Net Assets

Net Cash Provided (Used) by Operating Activities $

2,014
(561)
(483)

970

(926)

(926)

44

68
112

967

18
21
&)
e2y)
Q)
(44)
40
2

970



Missouri Department of Revenue

Fiduciary Funds

The Missouri Department of Revenue’s (department) fiduciary funds are all agency funds. The agency
funds account for money that the department collects for other entities.




Unaudited
DEPARTMENT OF REVENUE
STATEMENT OF AGENCY FUNDS
AND CHANGES IN AGENCY FUNDS
ASSETS AND LIABILITIES
JUNE 30, 2003
(in thousands of dollars)

BALANCE BALANCE
JULY 1,2002  ADDITIONS  DEDUCTIONS JUNE 30, 2003

ASSETS
Cash and Cash Equivalents * $ 14,614 2,606,674 (2,603,772) 17,516
Interest Receivable 256 1,704 (1,817) 143
Accounts Receivable 167,495 53,402 (16,111) 204,786
Allowance for Doubtful Accounts (29,384) 2,084 (27,300)
Investments, at Fair Value:
U.S. Treasury Securities 44,113 (44,113) 0
U.S. Agency Securities 137,464 588,531 (532,031) 193,964
Safety Responsibility Securities 2,484 1,028 (863) 2,649
Total Assets $ 337,042 3,251,339 (3,196,623) 391,758
LIABILITIES
Bank Service Charges Payable  $ 22 296 294) 24
Total Liabilities $ 22 296 (294) 24
NET ASSETS
Held in Trust $ 337,020 3,251,043 (3,196,329) 391,734

*The beginning balance was restated to correct prior year reporting mistakes.



Missouri Department of Revenue

Notes to the Financial Statements

The Notes to the Financial Statements provide a summary of significant accounting policies and other
disclosures required for a fair presentation of the basic financial statements.




Unaudited Notes to the Financial Statements

Department of Revenue

Notes to the Financial Statements
For Year Ended June 30, 2003

The accounting methods and procedures adopted by the Missouri Department of Revenue
(department) conform to generally accepted accounting principles as applied to governmental
entities. The following notes to the financial statements are an integral part of the department’s
Comprehensive Annual Financial Report.

NOTE 1.
SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

The department is a component unit of the state of Missouri. The reporting entity
includes three divisions for which the Director of Revenue is financially
accountable. Exclusion of such divisions would cause the reporting entity’s
financial statements to be misleading and incomplete. The department excludes
the State Lottery Commission and State Tax Commission from its reporting
entity. These commissions are not financially accountable to the Director of
Revenue and therefore are fiscally independent. The state of Missouri blends the
department’s financial data into the primary government’s financial statements.

B. Department-Wide and Fund Financial Statements

The department-wide financial statements (i.e., the Statement of Net Assets and
the Statement of Activities) report information on all of the nonfiduciary
activities of the department. The effect of interfund activity has been removed
from these statements. The department’s government activities are supported by
appropriations. These are reported separately from business-type activities. The
department’s business-type activities are reported in one fund which receives fees
for sales of information.

Program revenues on the Statement of Activities include charges to customers
for sales of information, grants and contributions that are restricted to meeting
the operational or capital requirements of a particular function, and
appropriations. Taxes and fees that the department collects are reported as
general revenues.

Separate financial statements are provided for governmental funds, proprietary
funds, and fiduciary funds. The fiduciary funds are excluded from the
department-wide statements. Major individual funds are reported as separate
columns in the governmental fund financial statements.
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Notes to the Financial Statements Unaudited

C.

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

The department-wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting, as are the
proprietary fund and fiduciary fund financial statements. Revenues are recorded
when earned, and expenses are recorded when a liability is incurred, regardless of
the timing of related cash flows. Grants and similar items are recognized as
revenue as soon as all eligibility requirements imposed by the provider have been
met.

The governmental fund financial statements are reported using the current
financial resources measurement focus and the modified accrual basis of
accounting. Revenues are recognized as soon as they are both measurable and
available. Revenues are considered to be available when they are collectible
within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the department considers revenues to be
available if they are collected within 60 days of the end of the current fiscal year.
Expenditures generally are recorded when a liability is incurred, as under accrual
accounting except for the following:

o Fixed assets are reported as expenditures when acquired;

o Long-term compensated absence obligations (accumulated vacation and
compensatory time) and sick pay are recorded as expenditures when
paid;

o Inventories are recorded as expenditures when purchased; and

o Lease purchase payments are recorded as expenditures when paid.

In the governmental fund financial statements, corporate and individual income
tax, some licenses, permits, and fees, motor fuel tax, sales and use tax, and some
other revenue are all considered to be susceptible to accrual. Therefore, they
have been recognized as revenues of Fiscal Year 2003 even though the
department may have collected them during the lapse period of Fiscal Year 2004.
All other revenue items are considered to be measurable and available only when
the department receives the money.

The department reports the General Fund, Motor Fuel Tax Fund, School District
Trust Fund, and State Highways and Transportation Department Fund as major
funds. These are classified as governmental funds.

The department has one proprietary fund, the Department of Revenue (DOR)
Information Fund. It receives fees the department charges for the sales of its
information and publications. These fees are classified as operating revenue in
the financial statements. Operating expenses consists of sales and service,
administrative costs, and depreciation expense on capital assets. Nonoperating
expenses are transfers to the State Highway and Transportation Department
Fund.

26 -



Unaudited Notes to the Financial Statements

The other fund type the department reports is fiduciary funds which are all
agency funds. The department’s agency funds account for collections made for
other states and provinces, Missouri cities, counties, and school districts, and
other organizations.

The department follows private-sector accounting and financial reporting
standards issued prior to December 1, 1989, for the department-wide, DOR
Information Fund, and fiduciary fund financial statements if those standards do
not conflict with the Governmental Accounting Standards Board’s (GASB)
guidance. The department follows GASB, and not private-sector, standards
issued after December 1, 1989.

The department reports all revenue it collects (taxes and licenses, permits, and
fees) as general revenue in the department-wide Statement of Activity. Upon
collection, the department transmits all revenues to the Missouri State Treasurer.
The department does not have authority to use these revenues to support
department operations.

D. Cash and Cash Equivalents

Cash and cash equivalents include money held in cash management accounts,
collection system accounts, and float.

E. Investments

Cash resources in the agency funds are combined to form a pool for investment
purposes. These are stated at fair value. The department’s contracted bank
manages the investments in accordance with an agreement entered in September
2002. The investments are expected to be held to maturity, and their term length
ranges from three months to one-year. The department's contracted bank
distributes interest income earned as a result of pooling to the appropriate funds
based on each fund's equity in the pooled investments.

According to generally accepted accounting principles, the department reports
the portions of agency fund assets held at June 30 for other agency and
governmental funds in those funds.

F. Interest Receivable
Interest receivable represents accrued interest on investment securities.

G. Accounts Receivable
Accounts receivable are due from taxpayers and are derived primarily from taxes,
interest, penalties, or additions to tax. Receivables are reported gross of

allowances for doubtful accounts. Allowances for doubtful accounts are
presented separately in the financial statements.
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Notes to the Financial Statements Unaudited

Estimates of withholding, sales and use, and motor fuel and special fuel taxes due
to the department are computer or manually generated based on the taxpayer's
past liability when the taxpayer fails to file a return. Estimates of individual and
corporate taxes are based on matching with federal tax returns. It is uncertain
whether a liability exists at the time the estimate is generated, therefore, the
actual tax receivable is not measurable. Thus, estimates are not included in the
receivables or revenues shown on the financial statements. At June 30, 2003, the
tax revenue estimate was approximately $455 million.

Receivables to the General Fund are 18 percent corporate income tax, 47 percent
individual income tax, 26 percent sales and use tax, and 9 percent all other
revenue. Receivables to the Motor Fuel Tax Fund are all motor fuel tax.
Receivables to the School District Trust Fund are all sales and use tax.
Receivables to the State Highway and Transportation Department Fund are 25
percent sales and use tax, 74 percent license, permits, and fees, and the rest are
due from the Motor Fuel Tax Fund and DOR Information Fund. The remaining
receivables in the nonmajor governmental funds are 12 percent licenses, permits,
and fees, 80 percent sales and use tax, and 8 percent all other revenue.

Internal Balances/Due To and Due From Other Funds

The internal balances reported on the department-wide Statement of Net Assets
represents the amount the DOR Information Fund owes the General Fund and/or
the State Highways and Transportation Department Fund.

Due to and due from other funds reported in the fund financial statements
represent interfund payables and receivables that arise from interfund transfers
required by Missouri statutes.

Due To and Due From State Treasurer

Amounts reported as due to the state treasurer represent the department’s
obligation to transfer accounts receivable (less allowances and deferred revenues)
to the state treasurer when received. Amounts reported as due from the state
treasurer represent payments received from taxpayers in excess of their computed
tax liability.

Funds in Custody of State Treasurer

Funds in custody of the state treasurer are sales tax bonds, transient employer
bonds, and protested income and sales and use tax. The corresponding liabilities
are funds held in trust (protested taxes) and due to other entities (bonds).
Inventory

Inventory consists of supplies, postage, license plates, and tabs. Supply

inventories consist primarily of office supplies and bureau-specific forms.
Inventories are valued at actual cost using the first-in, first-out method of
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Unaudited

Notes to the Financial Statements

inventory valuation. In the department-wide statements, inventories are
expensed as used. In the governmental fund financial statements they are
recognized as expenditures when purchased using the purchase method.
Inventories on-hand at fiscal year end are recorded on the governmental fund
financial statements as a reserve of fund balance.

Capital Assets

Capital assets include furniture, equipment, and software. They are reported in
the applicable governmental or business-type activities column of the
department-wide Statement of Net Assets. The department follows the Missouri
State Auditor’s definition of a capital asset, which is an asset that costs more than
$1,000 with a useful life of more than one year. The department
depreciates/amoritizes capital assets using the straight line method over the
estimated average useful lives stated below.

DEPARTMENT OF REVENUE
ESTIMATED USEFUL LIVES
Assets Years

Vehicles 5
Furniture 10
Office Equipment 5
Computer Equipment/Software 3
Personal Computer Software 10 (developed in-house)
Mainframe Software 12 (developed in-house)

Capital assets are valued at historical cost or estimated historical cost when actual

historical cost is unknown. In the governmental fund financial statements,
capital assets are reported as expenditures when purchased.

Refunds Payable

Refunds payable consist of amounts owed for overpayment of individual and
corporate income tax, corporate franchise tax, sales and use tax, insurance
premium tax, estate tax, motor fuel tax, workers’ compensation, overpayments,
and errors.

Accounts Payable

Accounts payable amounts are owed to vendors for goods and services.

Due to Other Entities

The due to other entities amount includes cash and transient employer bonds

held by the state treasurer, fees owed for collection services, and motor fuel tax
distributions owed to local governments.
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Notes to the Financial Statements Unaudited

P.

Funds Held In Trust

Funds held in trust on the Statement of Net Assets and Balance Sheet represent
income tax and the 3 percent General Fund portion of sales and use tax paid
under protest. Protested sales and use taxes and income taxes are either returned
to the taxpayer or remitted to the state based upon decisions reached by the
Administrative Hearing Commission or various courts.

Deferred Revenues

On the department-wide statements, deferred revenues are amounts collected at
or before June 30, but earned the subsequent year. The deferred revenue
amounts on the department-wide statements are $1,000.

Deferred revenues in the governmental fund statements are unearned revenue
plus accounts receivable that have met asset recognition criteria but have not met
revenue recognition criteria. Therefore, such amounts are reported within the
accompanying financial statements as an asset and offset by a deferred revenue
account (net of allowances). As the revenue recognition criteria is met in
subsequent periods, the liability for deferred revenues is removed and revenue is
recognized.

On the governmental fund statements revenues have been offset $524 million
within the General Fund, $665,000 within the Motor Fuel Tax Fund, $35 million
within the School District Trust Fund, $0 within the State Highway and
Transportation Department Fund, and $48 million in all other funds. These
amounts are measurable but not available. The availability period for the state of
Missouri is 60 days.

Long-Term Debt

Long-term obligations of the department consist of compensated absences and
lease/purchase obligations. Long-term liabilities financed by governmental funds are not
reported in the governmental fund statements but are reported on the department-wide
statements.

Compensated absences represent accumulated unpaid vacation and compensatory time
in the department-wide and DOR Information Fund financial statements and are accrued
when incurred. In the governmental fund statements, these amounts are not accrued but
are recorded as expenditures when paid.

Lease/purchase obligations include the present value of net minimum future lease
payments paid from the General Fund and/or the State Highways and Transportation
Department Fund. They are reported as liabilities in the department-wide statements and
the current portion as other financing sources in the governmental fund statements.
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Unaudited Notes to the Financial Statements

S. Fund Balance

The difference between assets and liabilities is reported as net assets on the
department-wide, proprietary, and fiduciary fund financial statements and as fund
balance on the governmental fund financial statements.

The negative unreserved fund balances in the governmental fund statements
represent liabilities that were paid from Fiscal Year 2004 appropriations. The
reserved fund balances represent the portion of fund balance not available for
expenditure. The amounts presented as negative fund balances at June 30, 2003,
resulted from the liabilities as shown below.

The reserved fund balance includes the following two accounts.

Reserved for Encumbrances is an account used to segregate a portion of fund
balance for amounts paid from current year appropriations for the subsequent
year's obligation.

Reserved for Inventory is an account to segregate a portion of fund balance to
indicate that inventory does not represent available, spendable resources even
though it is a component of assets.

DEPARTMENT OF REVENUE
DEFICIT FUND BALANCE

(in thousands of dollars)
General Fund

Travel $26
Fuel and Utilities 1
Supplies 3
Communication Services & Supplies 47
Business & Professional Services 2
Maintenance & Repair Services |
Program Distributions 162
Accrued Payroll 1,074

Total $1,316

State Highways & Transportation Department Fund

Travel $21
Fuel and Utilities 7
Supplies 235
Communication Services & Supplies 85
Business & Professional Services 93
Maintenance & Repair Services 39
Accrued Payroll 986

Total $1.,466

Motor Fuel Tax Fund
Motor Fuel Tax Distributions $15,935

All Other Funds $68
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Notes to the Financial Statements Unaudited

Revenues/Refunds

Revenues are reported net of uncollectible accounts of $176.8 million in the
department-wide Statement of Activity and in the governmental fund statements,
$155.9 million for the General Fund, $0 for the Motor Fuel Tax Fund, $17.1
million for the School District Trust Fund, $0 for the State Highways and
Transportation Department Fund, and $3.8 million for all other funds. In
addition, revenues are reported net of refunds of $1.2 billion in the department-
wide Statement of Activities and the governmental fund statements, $1.1 billion
for the General Fund, $9 million for the Motor Fuel Tax Fund, $0 for the School
District Trust Fund, $1.2 million for the State Highway and Transportation
Department Fund, and $1 million for all other funds.

Expenses/Expenditures/Refunds

Expenses/Expenditures are reported net of revenue overcollections (refunds).
Lapsed Balances

Lapsed balances is a budgetary account. It represents unspent department

appropriations on the governmental fund financial statements. The department
does not have authority to spend funds representing lapsed balances.

NOTE 2.
RECONCILIATION OF DEPARTMENT-WIDE TO FUND

FINANCIAL STATEMENTS AND BUDGETARY TO GAAP BASIS

A.

Explanation of Certain Differences Between the Governmental Fund Balance
Sheet and the Department-Wide Statement of Net Assets

The governmental fund Balance Sheet includes a reconciliation between fund
balance — total governmental funds and net assets — governmental activities as
reported in the department-wide Statement of Net Assets. One element of that
reconciliation explains that long-term liabilities are not due and payable in the
current period and therefore are not reported in the funds. The details of this $3.4
million difference are listed below.

DEPARTMENT OF REVENUE
LONG-TERM LIABILITIES

(in thousands of dollars)

Compensated Absences $3,100
Capital Leases 280
Net Long-Term Liability Adjustment to

Increase (Decrease) Fund Balance—Total

Governmental Funds to Arrive at Net

Assets—Governmental Activities $3,380
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Unaudited Notes to the Financial Statements

B. Explanation of Certain Differences Between the Governmental Fund
Statement of Revenues, Expenditures, and Changes in Fund Balances
and the Department-Wide Statement of Activities

The governmental fund Statement of Revenues, Expenditures, and Changes in
Fund Balances includes a reconciliation between net changes in fund balances —
total governmental funds and changes in net assets of governmental activities as
reported in the department-wide Statement of Activities. One element of that
reconciliation explains that governmental funds report capital outlays as
expenditures, but the Statement of Activities allocates the cost of those assets
over their estimated useful lives as depreciation/amortization expense. The
details of this $2.3 million difference are listed below.

DEPARTMENT OF REVENUE
CAPITAL OUTLAY LESS DEPRECIATION/AMORTIZATION EXPENSE
(in thousands of dollars)

Depreciation/Amortization Expense

$(4,338)
Capital Outlay 1,999
Net Capital Outlay Adjustment to
Increase (Decrease) Net Changes
in Fund Balances — Total
Governmental Funds to Arrive at
Changes in Net Assets of ($2,339)
Governmental Activities

Another element of that reconciliation states that some expenses reported in the
Statement of Activities do not require the use of current financial resources and
therefore are not reported as expenditures in governmental funds. Compensated
absences of ($116,000), inventory usage of ($472,000), and capital lease
obligation principal payments of $520,000 make up the difference.

C. Budgetary Data

The department’s annual budget is prepared principally on the cash basis and
represents appropriations requested by the department and recommended by the
Governor. The Governor submits his budget to the state legislature for approval.
The state legislature returns the approved budget bill to the Governor for his
signature or veto.

The state legislature appropriates money to the department at the departmental
level, the legal level of budgetary control. Expenditures cannot exceed the
appropriation amounts at the individual appropriation level and are monitored
through the use of allotments. The Governor has the authority to reduce the
allotments or appropriations in any fund if it appears that revenues for the fiscal
year will fall below the estimated revenues. Unexpended appropriations lapse at
the end of each appropriation year.
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